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George  H.  Pendergast 

CHIEF  STATE   EXAMINER 


The  Honorable  Forrest  H.  Anderson 

Governor 

State  of  Montana 

Helena,  Montana  59601 

Dear  Governor  Anderson: 


In  accordance  with  the  requirements  of  Sections  82-4002,  R.C.M. 
1947,  here  is  the  report  of  the  State  Examiner,  covering  the  fiscal 
year  ended  June  30,  1970. 

Major  accomplishments  during  the  year  included: 

1.   First  increase  in  examination  fees  since  1959.   While  this  fee 
schedule  is  considered  to  be  more  realistic,  it  is  not  adequate. 

/  2.  Completed  a  self-evaluation  program  of  our  bank  supervision 
function  as  part  of  a  nation-wide  activity  of  Conference  of 
State  Bank  Supervisors. 


3. 


Continued  efforts  to  streamline  accounting  and  reporting  pro- 
cedures for  counties,  cities  and  towns. 


Recommendations  to  facilitate  the  achievement  of  goals  include: 


1. 


Continuation  of  realistic  approach  to  fee  schedules  for  all 
units  examined. 


2.   Continue  efforts  to  up-grade  bank  examinations. 

(a)  Increase  examination  training  program. 

(b)  To  increase  staff.   To  more  competently  evaluate  applications 
for  new  financial  institutions,  we  need  a  professional  statisti- 
cian, a  financial  analyst,  economist  and  an  attorney. 
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3.  Continue  efforts  to  increase  staff  for  municipal  division. 

4.  Expand  traditional  financial  examinations  into  area  of  operational 
examinations. 

5.  Secure  legislation  to  support  on-going  accounting  and  reporting 
system  for  counties,  cities  and  towns. 

At  this  time,  I  wish  to  thank  you  for  the  strong  support  you  have 
given  this  department  to  reach  its  ultimate  goal  of  a  modern  up-to-dat« 
organization  and  to  better  serve  the  needs  of  the  people  of  the  State  of 
Montana  within  your  overall  plan  of  a  business-like  government. 

Respectfully  submitted. 


X /OHN  A.  DOWDALL 
^^/ State  Examiner 
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LEGAL  REFERENCES 


GENERALLY 

The  Office  of  State  Examiner  was  created  by  Article  VII,  Section  8 
of  the  Constitution  of  Montana.   The  many  duties  and  responsibilities  of  the 
office  were  then  specifically  assigned  to  this  office  by  Legislative  action, 
and  such  duties  and  responsibilities  have  been  continually  added  to  or 
revised  by  each  Legislative  Session. 


SPECIFIC 

SUPERVISION  AND  EXAMINATION  PROGRAM 

I.   FINANCIAL  INSTITUTIONS 

Section  5-601 

Created  Office  of  Superintendent  of  Banks 

Sections  5-101  through  5-1311 

Supervision  and  Examination  of  Banks 

Sections  7-101  through  7-159 

Supervision  and  Examination  of  Savings  &  Loan  Associations 

Sections  14-130  through  14-157 

Supervision  and  Examination  of  Credit  Unions 

Sections  47-201  through  47-228 

Licensing,  Supervision,  and  Examination  of  Consumer  Loan  Lenders 

Section  47-203 

Creates  Office  of  Consumer  Loan  Commissioner 

Sections  74-601  through  74-612 

Licensing  and  Supervising  Sales  Finance  Companies 


(continued) 
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LEGAL  REFERENCES 


II.   MUNICIPAL  DIVISION 

EXAMINE  BOOKS  AND  ACCOUNTS  AND  PRESCRIBE  FINANCIAL  ACCOUNTING 
SYSTEMS 


Section  82-1002 
Counties 

Cities  and  Towns 
State  Treasurer 
Clerk  of  the  Supreme  Court 


Section  82-1008 
School  Districts 
Rural  Fire  Districts 


Section  11-1923  (3) 

Fire  Department  Relief  Associations 


Section  89-2107 

Irrigation  Districts 


AND  PRESCRIBE  BUDGETING  ACCOUNTING  SYSTEMS 


Section  11-1411 
Cities 


Section  16-1909 
Counties 


c 


PRINCIPAL  GOALS 


The  general  goal  and  purpose  of  this  agency  is  to  prevent 
misuse,  waste,  inefficiency,  or  embezzlement  in  the  handling  of 
public  funds,  and  to  protect  against  loss  to  the  general  public 
which  might  result  from  the  insolvency  of  financial  institutions. 
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MAJOR  ACCOMPLISHMENTS  SUMMARIZED 


FINANCIAL  INSTITUTIONS  DIVISION 


PRIORITY 


DESCRIPTION 


PROGRAM 


Increased  examination  fees  and  field  personnel 


Examination 


Self-evaluation  program 


Examination 


3. 


New  bank  application 


Examination 


MUNICIPAL  DIVISION 


PRIORITY 


DESCRIPTION 


PROGRAM 


Increase  in  examination  fees  and  examination 
personnel 


Examination 


2. 


Develop  and  implement  uniform  accounting  and 
reporting  systems 


Local  Assistance 
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MAJOR  ACCOMPLISHMENTS  DESCRIBED 


FINANCIAL  INSTITUTIONS  DIVISION 


The  department  initiated  and  developed  support  for  legislation 
to  increase  the  examination  fees  paid  by  financial  institutions.   The 
resulting  amendments  to  statutes  enacted  by  the  1971  Legislative  Assembly 
increased  the  fees  to  a  level  more  closely  offsetting  the  costs  incurred 
by  the  department  in  performing  examinations.   Basing  our  budget  request 
upon  this  additional  revenue  to  the  General  Fund,  we  were  successful  in 
convincing  the  Legislature  of  the  need  for  increased  appropriations.   We 
should  now  have  sufficient  funding  to  expand  our  financial  institution 
examining  crew  from  nine  to  twelve  men  during  fiscal  year  1972. 


2.  During  the  past  fiscal  year  we  participated  in  a  self-evaluation 

program  relative  to  our  bank  supervision  function.   This  program  was 
conducted  as  part  of  a  nationwide  activity  of  the  Conference  of  State 
Bank  Supervisors,  of  which  we  are  a  member,  and  involved  no  cost  to  the 
State  of  Montana  other  than  the  considerable  time  and  effort  expended. 
Consultants  from  Peat,  Marwick,  Mitchell  &  Company  and  CSBS  made  a 
critique  of  our  operation,  after  sending  a  representative  to  confer  with 
us  for  two  days.   This  self-evaluation  program  resulted  in  documentation 
of  the  deficiencies  and  weaknesses  in  our  operations,  of  which  we  were 
for  the  most  part  aware,  and  set  up  excellent  guidelines  for  strengthening 
and  improving  this  department. 


The  increased  activity  in  new  bank  applications,  reported  in  our 
immediately  preceding  annual  report,  continued  through  fiscal  year  1971, 
during  which  thirteen  applications  were  processed.   Five  new  banks  were 
issued  Certificates  of  Authorization,  one  application  was  denied,  one 
was  withdrawn  and  six  were  still  under  consideration  as  of  June  30,  1971. 


(continued) 
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MAJOR  ACCOMPLISHMENTS  DESCRIBED 


MUNICIPAL  DIVISION 


Examination  Program  - 

The  legislative  increase  in  examination  fees  was  the  first 
since  1959.   While  this  fee  schedule  is  considered  to  be  more 
realistic,  it  is  by  no  means  adequate.   The  authority  to  increase 
personnel  is  tied  directly  to  the  increase  in  fees,  and  will  provide 
the  division  with  a  greater  capability  than  ever  before  of  eventually 
performing  all  examinations  on  an  annual  basis  as  required  by 
Sections  82^1002  and  82-1008,  R.C.M. ,  19 A7. 


2.   Local  Assistance  Program  - 

The  legislative  funding  to  develop  and  implement  uniform 
accounting  and  reporting  systems  will: 


1.   Allow  the  division  to  comply  with  existing  laws  in  this 
regard. 


2.   Provide  meaningful  and  comparable  financial  information  to 
management  and  the  general  public. 


3.   Expedite  the  examination  of  local  governmental  units 
financial  records  and  accounts. 
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MAJOR  RECOMMENDATIONS  SUMMARIZED 


FINANCIAL  INSTITUTIONS  DIVISION 


PRIORITY 


DESCRIPTION 


PROGRAM 


Sufficient  appropriations  to  retain  an  adequate    Examination  and 
number  of  competent  examiners  Supervision 


Increase  examiner  training  program 


Examination  and 
Supervision 


»     3. 


Develop  statistics  for  bank  performance  evaluation  Examination  and 

Supervision 


MUNICIPAL  DIVISION 


PRIORITY 


DESCRIPTION 


PROGRAM 


Secure  legislative  approval  to  increase  staff  level     Examination 


Secure  legislative  approval  to  support  an  on-going 
accounting  and  reporting  systems  program 


Local  Assistance 
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MAJOR  RECOMMENDATIONS  DESCRIBED 


FINANCIAL  INSTITUTIONS  DIVISION 


1.  It  is  becoming  increasingly  difficult  to  acquire  and  retain 

examiners  because  of  the  department's  low  salary  schedules  in  relation 
to  similar  positions  in  federal  agencies  and  in  the  financial  industries. 
If  an  acceptable  degree  of  competence  and  professionalism  is  to  be 
reached,  salaries  must  be  adequate  to  retain  high  caliber  personnel. 
The  department's  present  rate  of  employee  turnover  is  excessive. 


2.         Various  examiner  training  schools  are  available  to  State 

personnel,  but  all  are  located  at  considerable  distances  from  Montana. 
Provisions  should  be  made  in  appropriations  to  take  advantage  of  more 
opportunities  for  examiner  training.   On-the-job  training  programs 
should  be  formalized  and  supervised  closely,  which  would  require 
additional  office  staff. 


The  banking  industry  is  experiencing  an  era  of  rapid  change, 
both  in  operating  techniques  and  in  demands  from  the  public  for 
increased  services  and  more  involvement  with  social  problems.   To 
evaluate  the  industry's  ability  to  meet  these  new  challenges,  data 
must  be  compiled,  kept  current  and  correctly  analyzed.   Such  information 
can  then  be  utilized  in  making  reasonable  supervisory  decisions  which 
will  be  in  the  best  interests  of  the  public  and  will  preserve  tl^e 
soundness  of  our  banking  institutions. 


(continued) 
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MAJOR  RECOMMENDATIONS  DESCRIBED 


) 


MUNICIPAL  DIVISION 


1.  Continue  to  request  legislative  approval  to  increase  staff 

level  in  both  numbers  and  in  competence  to  a  point  where  the  division 
has  the  capability  of: 


Conducting  all  financial  and  legal  compliance  examinations 
on  the  highest  professional  plane  and  in  a  timely  manner. 


b.   Expanding  the  traditional  financial  examinations  into  the 
area  of  operational  examinations,  whereby  administrative 
performance  and  program  accomplishments  would  come  under 
some  degree  of  evaluation. 


Supplying  an  ever-increasing  demand  for  day-to-day  counseling 
services  relating  to  municipal  accounting,  budgeting  and 
the  application  of  innumerable  Montana  laws. 


2.  Continue  to  request  legislative  approval  to  support  an 

on-going  accounting  and  reporting  system  program  for  counties,  cities, 
towns  and  the  development  of  modern  uniform  systems  for  school  districts 
irrigation  districts,  rural  fire  districts  and  fire  department  relief 
associations. 
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PROGRAM  DESCRIPTION 


FINANCIAL  INSTITUTIONS  DIVISION 

PROGRAM  -  SUPERVISION  AND  EXAMINATION 

GOALS  AND  OBJECTIVES 

To  make  all  the  required  annual  examinations  of  the  institutions  under 
the  department's  supervision,  which  has  not  been  accomplished  for  many  years. 

To  exert  all  means  available  to  prevent  insolvency  and  subsequent 
possible  loss  to  Montana  citizens. 

To  approve  the  establishment  of  new  financial  institutions  when  such 
additional  facilities  will  serve  the  public  need  and  convenience,  and  when  the 
new  institutions  have  a  reasonable  chance  to  be  successful. 

ACHIEVEMENTS 

No  financial  institution  under  our  supervision  became  insolvent  during 
the  past  fiscal  year.   One  small,  inactive  building  and  loan  association  entered 
voluntary  liquidation  under  the  department's  supervision,  and  no  loss  to  investors 
is  contemplated. 

The  department  considered  thirteen  applications  for  new  banks,  of  which 
eight  had  been  filed  in  the  preceding  fiscal  year.   Five  certificates  (charters) 
were  granted,  one  application  was  denied,  one  was  withdrawn  and  six  were  still 
under  consideration  as  of  June  30,  1971. 

PERFORMANCE  INDICATORS 


Bank  Examinations  Required 
Banks  Examined 
Examinations  Not  Made 

In  each  of  the  above  fiscal  years,  all  of  the  required  examinations  were 
made  of  the  following  institutions: 

Number  as  of  June  30,  1971 

Credit  Unions  25 

Savings  and  Loan  Associations  5 

Consumer  Loan  Licenses  64 


FISCAL 

,  YEAR 

1967-68 

1968-69 

1969-70 

1970-71 

87 

88 

88 

93 

21 

71 

69 

59 

10 

17 

19 

34 

(continued)  ,, 
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PROGRAM  DESCRIPTION 


MUNICIPAL  DIVISION 


PROGRAM  -  SUPERVISION  AND  EXAMINATION 


GOALS  AND  OBJECTIVES 


To  make  all  the  required  annual  examinations,  which  has  not  been 

accomplished  for  many  years,  and  to  determine  whether  or  not  there  has  been 

compliance  with  the  laws  of  Montana  and  compliance  with  what  is  considered  to 
be  generally  accepted,  governmental  accounting  principles. 


ACHIEVEMENTS 


Implemented  standard  examination  reporting  formats  for  counties,  cities 
and  towns . 

Developed  and  implemented  on  a  piece-meal  basis  standard  audit  programs 
for  use  in  counties. 

PROGRAM  -  LOCAL  ASSISTANCE 
GOALS  AND  OBJECTIVES 

To  develop  and  implement  modern,  uniform  accounting  and  reporting  system 
manuals  for  counties,  cities  and  towns. 

ACHIEVEMENTS 

The  initial  phase  of  the  city  and  town  manual  has  begun,  with  a  target 
date  for  completion  of  the  manual  on  July  1,  1972.   Implementation  on  a 
predetermined  basis  will  follow. 


ANNUAL  EXAMINATIONS  REQUIRED  COMPARED  WITH  EXAMINATIONS  MADE 
FISCAL  YEARS  ENDED 


Counties 

Cities  and  Towns 

Schools 

Fire  Relief 

Associations 
Rural  Fire  Districts 
Irrigation  Districts 
State  Treasurer 
Clerk  of  Supreme  Court 


Number 

Number 

Made 

Required 

6-30-68 

6-30- 

-69 

6-30-70 

6-30-71 

56 

27 

27 

28 

34 

126 

72 

39 

87 

71 

224 

218 

224 

224 

224 

107 

58 

33 

77 

62 

90 

55 

46 

60 

61 

45 

17 

16 

31 

20 

1 

1 

1 

1 
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PROGRAM  COST  SUMMARY 


PROGRAM 
Supervision  and  Examination 
Local  Accounting  Assistance 
Totals 


1970-71 
$  413,115 
1,500 
$  414,615 


FISCAL  YEAR  COSTS 


1969-70 
$  385,717 
1,500 
$  387,217 


Increase 
(Decrease) 

$  27,398 


PROGRAM  COST  DETAIL 


Supervision  and  Examination 
Local  Accounting  Assistance 
Totals 


1970-71  FY 
Total 

Personal 
Services 

$  311,618 

Operating 
Expenses 

$  100,679 

1,500 

$  102,179 

Capital 

$  413,115 
1,500 

$  818 

$  414,615 

$  311^618 

$  818 

SOURCE  OF  FUNDING 


) 


General  Fund 

Earmarked  Revenue  Fund 

Special  Examination  Account 

Total 


$  379,701 

34,914 
$  414,615 
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